: SDR-922-90-12
CERTIFIED MAIL 3165.3 (922.L)

|No. _ 860 | | ¥ebruary 13, 1991
RETURN RECEIPT REQUESTED

DECISION
Hr. Jerry Croft )
Croft Petroleum Company R SDR ¥o. 922-90-12
Petroleum Center Building 3
214 Worth Central Avenus Y
Cut Bank, Montana 549427 b}

REMANDED

Croft Petroleum Company (Croft) requested g State Pirector Review of 8
#Arainage decision issued by the Lewistown District Dffiee {LDO) on
September 20, 1990 (Enclosure 1). The request was timely received on
September 28, 1990 {(Enclosure 2). The decizion required Croft to pay
compensatory royalty on gas drained by the Muntzing Bo. 4 well fmm
Blackfeet Tribal oil and gas lease So. 14~20-251-7220 mx& o

No. 1#—20-«251431.5, Cass Ho. 859 aaé ¥o. &53?. - : i

ﬁraft hlsra mquasteé tha{ they h& a‘ﬂnﬂe& ta ;wasenzt meir argm%s -
orally concerning this assessment. Oa Februasry 7, 1991, Croft was
contacted concerning this review and preliminary findings. At that time,
Croft decided an ami ﬁreseatatiﬂn wag fnot necessary. N

The following is the chronology of events which have takmz piae.e on the
two leases.

Croft is the lessee of lease No. 14-20-0251-4%13 and No. 14-20-051-4608.
Lease #o. 14-20-0251-4313 covers Lots 9 and 10 {49.55 acres) sec, 2,
T.37%., R.&B. and Lot % {24.26 acres} sec. 11, T.378., R.6W. The lease
was issued effective January 27, 1‘}?3, undér & 3-year term and a ™oyalty
rate of 16~2/3 percent (Enciopure 3). ‘The lesse was committsd to the
Blackfoot Out Bank Madison Sand Unit igmmt e;z Jﬁ.{y 1, 1976, and
heiﬁ«byym&net:m from the wnit.

Leage Wo. 14-20~0251-4608, covering Lots 6, 7, and 8 (70.90 acres)

sec. 11, T.37H., R.6W. m leape was issusg_giiectnte August 23, 1977,
under a 3-yaar tem and s voyalty rvate of 16-2/3 percent {Bnclosure 4).

This lease sxpired on ite own terms, and has been re-leased to Northland
Holdings, Inc., effective April 11, 1990, under Elackfeet Tribal Indiun

i1 and Cas lesase Ho. 1#-—2@-—9251—422&. The new lease has a S-ysar term

and 3 voyalty rate of 16-2/3 percent (Enclosure 53.
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On May 7, 1980, the Muntzing No. 4.well, located in the NEXSWX sec. 11,
T.378., R.6W., Glacier County, Montana, was drilled by Blackleaf
Petroleum and Croft as a Dakota Formation gas test., On Hay 12, 1980, the
well was completed as a producing gas well flowing 52¢ MCFGPD

{Enclogure 6). The well was originally drilled under the statewide Rule
36.22.702, which established spacing for gas as one well per govermmental
section (640 scres). The well is located 950 feet egst of the Tribal
lesse No. 14-20-0251-7220.

On June 27, 1980, Croft sent s letter to the Chairman, Blackfeet Tribal
Businese Council (BTHC) requesting a Tribal resolution to approve pooling
or communitization on Tribal lands in secs. 2 and 11 under leas

Bo. 14-20-0251-4608 and Wo. 14-20-0251-4313 (Enciosure 7).

On July 14, 1980, Croft sant a letter to the Superintendent, Bureau of
Indian Affairs (BIA), Blackfeet Agency requesting & Tribal resolution
from the BTYBC to approve pooling or commumitization on Tribal lands in
secs. Z and 11 under lease No. 14-20-0251-4608 and Wo. 14-20-0251-4313
{Enclosure 8), '

On July 22, 1980, Mr. Bill Croft, Dick Betupeti (actually Richard
Beatty), Attorney for Croft, and Linda EKnickerbocker met with the
Blackfeet Tribal Land Committee (BTLC) concerning the communitization
agreements (CA) for secs. 2 and 11 which would pool the Tribal leases
{Enclosure 9). The BYLC stated that they would need about 2 weeks ts do
some research work on the agreement before the council would sign it.
The Tribal council slso stated that they would like to visit the well
location and gas line route. o ‘

On Rugust 5, 1980, Richard Beatty sent a letter to M, Leland Ground,
Blackfeet Tribal Council, concerning the CA under secs. 2 and 11
(Enclosure 10). Mr. Beatty wtated in his letter that 2 weeks had passed
since the Tribal meeting and neither Mr. Croft nor himself had heard
anything from the Tribal council) regarding the CA.

On August 23, 1980, Blackfeet Tribal lease No. 14-20-02531~-4608 covering
Lots 6, 7, and 8 in sec. 11 expired on its own terms.

On September 30, 1980, Croft filed an application (Enclosure 11) under
Docket ¥os. 106-80 (Enclosure 12) with the Montana Board of 0il and Cas
Conservation (MBOGC) to establish a field for the production of natural
gas from all horizone lyiug above the top of the Kootenai Formastion. The
docket, if approved, would only allow one gas well to be produced from
the specified formation. Croft also Filed two applications under Docket
Wos. 107-80 and 108-80 for the pooling of interests for gas production
from the spacing unit described under Docket No. 106-80.
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On October 30, 1580, & hearing of the MBOGC was held in Billings, Montana
{This office has obtained a copy of the taped procesdings for this
hearing.) The testimony presented by Richard Bestty, Attorney for Crofi
and Blackleaf Petroleum, informed the MBOGO of the chronological events
that lead to the applicant’s filing of the three dockets to estsblish
field and spacing rules, and to force pool the subject lands under

secs. 2 and 11, It was pointed out by the MBOGU that they have np
jurisdiction to force pool Indian lands. It was also discussed whether
the MBOGC would allow any additional wells being drilled on the Indian
lands that were excluded from the applicstion. The HMBOGC stated that any
further wells in this areas would have to be presepted to the MBOGC for
approval. After hearing the testimony, the MBOGC approved the
—application -and issued order Hos. 121-80, 127-80; and 123-80 {Enclogure -
13). The MBOGC designated the field as the Blackfoot-Shallow Gas Field.

On February 11, 1981, the United States Geslogical SBurvey (USGS) approved
CA We. BCR-203, effective May 1, 1980, covering 530.88 acres in sec. 11
excluding the Tribal lands (Enclosure 14). The agreement communitizes
all rvights as to natural gas and assdciated ligquid hydrocarbons
producible from the surface down to the base of the Dakota Formation
underlying sec. 11, T.378., R.6W., M.P. M. The CA comprises of 293.46
scres of Federal land undsr lease Ho. MTM 0175A, Ho. MTH 24867,

Ho. MTH 34598, and to. MTH 48780 and 237.42 acres of patented land. The
desipgnated operator was Blackleaf Fetroleum.

On HMay 15, 1987, the LDD sceepted Croft as the successor operator of the
(i effective Jamiary 1, 1987 {(Bauclosure 15},

On July 28, 1988, the LDO notified Croft concerning drainage of the lands
on Tribal lease Ho. 14-20-251-4313 (Enclosure 16)., They informed Croft
that it appeared that these lands were not included within the spacing
unit when the spacing unit was approved by the MBOGC on October 30, 1980,
under MBOGC, (Order Nos. 121-80, 122-80, and 123-80) and suggested
amending the existing CAs to include the Tribal lands.

On Angust 1, 1988, Croft responded to the LDO July 28, 1988, letier
stating that they had attempted to persuade the BTBC to commit the Tribal
leases to CA NUR-203 and the Tribe rejected the offer (Eaclosure 17).

On Septenber 18, 1940, the LDO issued the first decision letter to Croft
assesging compensatory voyalty effective January 1, 1987, with a drainage
factor of 14.87 percent {Enclosure 18). The LPO rejected Croft's
Justification stated in the letter dated August 1, 1988, .

On September 20, 1990, the LDO issued a correction to the first decision
letter to Croft assessing compensatory voyalty (Enclosure 19). The
corrected drainage factor is 15.20 percent, '



On Rovegher 20, 1990, this office received additienal information from
Richard Beatty concerning this case (Enclosure 20). The informatiom
comprised of photocopies of handwritten notes made at the time indicating
contacts with the BIA, USGS, BLM, and Tribal officials between

June 19, 1980, and August 13, 1980, regarding communitization.

On January 9, 1991, this office sent a memorandum to the BIA, Billings
Area Office to request any other data that maybe available to assist this
office in the review by January 31, 1991 (Enclosure 213}. On

Pebrusry 4, 1991, this office received a response from the
Superintendent, Blackfeet Agency, concerning our request; however, the
-information supplied was already evailable (Enclosure 22), - —— e

According to the records, Croft made numerous attempts to work with the
BIBC and Superintendent, BIA, Blackfeet Agency to communitize the Trihal
leases under secs. 2 and 11. No response was ever received by Croft from
the BTBC on this issue. However, there is no record indicating that the
Tribe rejected Croft's offer. On February 11, 1981, the USGS approved
the CA submitted by Blackleaf Petroleum and Croft. The CA excluded the
Pribal lands in sec, 11. According to the records, it appears Croft has
diligently pursued the approval from the BTBC for committing the Tribal
lands in secs. 2 and 11 to the CAs. All attempts were unsuccessful.
Therefore, Croft is not required to amend the existing CAs to include the
Tribal lands as required by the LDO decision letter dated September 20,
1990,

The LDO has determined, based on engineering and geologic analyses, the
Tribal leases are physi:ally being drained. However, they did not
conduct an economic evaluation to determine whether a paying well could
have boen drilled on the drained tract.

Therefore, the case is hereby remanded to the LDO. If the LDO determines
that a paying protective well could have beet drilled, the LDO cam
re-asgegs Croft for the amount of compensatory royalties due.

& Jay R Spelman

Jay B. Spielman
Acting, Deputy State Director
Pivision of Hineral Resources

22 Enclosures
1-1LDb0 letter dated September 20, 1990 (2 pp)
2-Groft letter dated September 27, 1990 (3 pp)
3-»1:\&13;1 013. and Gas Lease No. 14—-20-—02514313 {4 pp)
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